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Key Economic Indicators 


All Values in Bahraini Dinar Millions, Unless Otherwise Indicated) 


1987 1988 1989 1990 
(prov. ) 


Domestic Econom 
Population (thousands) 503 
GDP at current prices 1,497 
GNP at current prices N/A 
Per capita GNP, U.S. dollars N/A 
Consumer Price Index ; , ; N/A 


Production and Employment 
Labor force (1,000's) 198 
Manufacturing (value) 267 
Petroleum and gas (value) 322 
Gvt. budget deficit as 


% of GDP ° . ° 6.9 


Balance of Payments 
Exports FOB 1398 
Imports CIF 1372 
Trade balance +26 
Overall balance N/A 
Official foreign debt 
(year-end) in $ millions 154 N/A 
Liquid international reserves 
(year-end) in $ billions 1.25 We N/A 
Average exchange rate 
(x = US$1.00) 376 . 376 - 376 - 376 


- Bahrain Trade 
.S. exports to Bahrain (CIF) 106 67 88 99 
.S. imports from Bahrain (FOB) 24 25 19 25 
S. share of Bahrain imports(%) 19 12 12 14 
S. share of Bahrain exports(%) 10 10 Ten 9.1 


Principal U.S. exports (1990): aircraft, aircraft parts, and 
passenger cars. 


Principal U.S. imports (1990): aluminum sheet, methyl alcohol, 
and light fuel oil. 


* Subject to revision. 


Sources: Ministry of Finance and National Economy, Central 
Statistics Organization, and Bahrain Monetary Organization. 





SUMMARY 


Though it is an island nation with a relatively small population and 
limited natural resources, Bahrain has played an important role in 
the economy of the Persian/Arabian Gulf region since the first oil 
boom of the early 1970s. Because of its highly developed tele- 
communications and transportation infrastructure and its tolerance of 
Western attitudes and customs, Bahrain emerged as a regional 
financial and service center. Bahrain is home to over 120 financial 
institutions and numerous multinational firms which maintain regional 
offices catering mainly to customers in other Gulf Cooperation 
Council (GCC) countries. 


Beginning in 1985, Bahrain experienced a sharp economic downturn as a 
result of declining oil- prices and the restraining effect of the 
Iran/Iraq war on trade, commerce, and investment in the region. Per 
capita GNP fell from $9,500 in 1981 to $6,150 by 1988. 


-Aided by the end of the Iran/Iraq war and a return of business 
confidence, the economy returned to positive growth in 1988 and 1989, 
totaling about 9.3 percent for the two-year period. Although hard 
economic data for 1990 is not yet available, the crisis precipitated 
by Iraq's invasion of Kuwait on August 2, 1990, is known to have 
inflicted considerable short-term damage to the banking, domestic 
retail, and construction sectors of the Bahraini economy. To some 


extent, drops in the above-mentioned sectors were counterbalanced by 
increased oil revenues and spending by foreign military forces. 
Preliminary estimates of Bahrain's gross domestic product at current 
prices recorded an increase of 11 percent in 1990, primarily due to 
higher petroleum oil prices which prevailed in the second half of the 
year. When discounted for inflation, the real economic growth rate 
in 1990 may have been closer to 2 or 3 percent. 


The successful allied intervention and the resultant liberation of 
Kuwait from Iraqi occupation has improved the short-to medium-term 
outlook for the Bahraini economy. Barring a precipitous decline in 
the price of oil, on which the Bahrain Government depends for over 50 
percent of its revenue, Bahrain should be able to shake off many of 
the adverse effects of the crisis in a few months. The decisive 
nature of the quick allied victory should help restore investors' 
confidence, and the island is in a favorable position to benefit from 
international efforts to reconstruct Kuwait. The government is also 
moving cautiously to reopen transportation and trade links with Iran, 


which offers interesting commercial possibilities for local merchants 
and manufacturers. 


Over the last two decades, the Bahrain Government has followed a 
policy of economic diversification into manufacturing, finance, and 
services in order to reduce the country's dependence on oil and to 
create new jobs. Industries which have been established during this 
period include: aluminum smelting and fabrication, ship repair, 
petrochemicals, and an extensive banking and finance sector. Non-oil 
manufacturing as a share of GNP has risen from around 6 percent of 


*This report was prepared in July 1991. 
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GDP in 1984 to over 12 percent in 1989. Nevertheless, the oil and gas 
sector remains dominant, contributing 19 percent to GDP and comprising 
over 50 percent of government revenues in 1989. 


In the wake of the Gulf crisis, the Government of Bahrain is anxious to 
reestablish its position as the preeminent trading and financial center 
of the region, a position which it has lost in recent years to Dubai. 
In this regard, the Government of Bahrain has embarked on a program to 
reduce bureaucratic obstacles to investment and commercial trading on 
the island. Foreign investors and firms seeking to open regional 
offices on the island are now actively cultivated and encouraged to 
locate on the island. It has also announced that future industrial 
investment will be permitted with 100 percent foreign ownership in 
approved cases. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: According to provisional estimates prepared by the 
Ministry of Finance and National Economy, GDP at current prices (not 
discounted for inflation) increased by 11 percent. The crude oil and 
petroleum sector, which accounted for over 20 percent of GDP, 
registered an increase of 38 percent largely on account of higher oil 
prices which prevailed in the second half of the year. Despite the 
Gulf crisis, other non-oil sectors of the economy also registered 
higher economic growth in 1990 as measured by GDP in current prices, 
including manufacturing, which increased by 11 percent; transport and 
communications by 7 percent; and nonfinancial trade and services by 4 
percent. Inflation, which is historically low in Bahrain, is expected 
to have accelerated in 1990 due to higher shipping, insurance, and 
transportation costs associated with the war. Consequently, estimates 
of real GDP growth (discounted for inflation), while not available as 
of the date of this report, is expected to show a rate of increase 
closer to 2 or 3 percent. 


Balance of Payments: Balance-of-payments estimates for 1990 were not 
available as of the date of this report. Preliminary estimates of 
Bahrain's trade statistics for 1990 indicate that the country enjoyed a 
balance of trade surplus of BD 26 million, the first such surplus since 
1982. By contrast, Bahrain's trade balance in 1989 had registered a 
deficit of BD 113 million. Despite 1989 trade deficit, provisional 
balance-of-payments figures for 1989 showed a surplus of BD 150 
million, resulting from transfer receipts, investment earnings, and 
travel receipts exceeding BD 200 million. Bahrain Monetary Agency 
(BMA) sources have indicated that the balance-of-payments figure for 
1989 is likely to be revised downward to around BD 70 million when 
final statistics for this year are released. (BD 1.000 equal US$2.65). 


Budget: Bahrain's biennial budget for fiscal years 1991 and 1992, 
which began on January 1, 1991, was promulgated on April 8, 1991. The 
budget, as approved, projects total revenues to be BD 472 million in 
1991 and BD 498 million in 1992. Expenditures in the period are 
projected to be BD 590 million and 623 million, respectively. Oil and 
gas revenues are expected to account for 62 percent of total revenues 
in 1991 and 63 percent in 1992. Oil price projections used in this 
budget, by our own calculations, were $18 per barrel. 
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Projected government spending in 1991 appears to be about 10 percent 
higher than the revised 1990 budget estimate prepared in January 1990. 
For the same period, salary expenditures show an increase of 5.8 percent 
while capital expenditures, an increase of 13.9 percent. Total 
government expenditures as a percentage of GDP are expected to be 38 
percent in 1991 as compared with 36 percent in 1990 (assuming a GDP 
growth rate of 4 percent in 1991). 


The government expects to finance its deficit through the issue of 
treasury bills (normally with a term of 90 days) sold to local 
commercial banks through BMA. In August 1990, BMA was forced to suspend 
its treasury bill auction and buy back a large portion of the 
outstanding issues, to provide liquidity to the banking sector in the 
wake of Iraq's invasion of nearby Kuwait. BMA recently resumed its 
weekly auction with an issue totaling BD 266 million divided equally 
with the 19 local commercial banks. 


The Petroleum Sector: Despite attempts to diversify, oil and gas 
continue to play a dominant role in the island's economy. In addition 
to providing over 50 percent of the government's revenue, petroleum 
exports constitute over 75 percent of total exports. In 1990, crude oil 
production remained static at around 42,000 barrels per day from 
domestic production, plus an additional 70,000 barrels per day from the 
Abu-Safa offshore field, which is shared with Saudi Arabia. 


Gas production in Bahrain in 1991 amounted to some 291 billion cubic 
feet, compared with 273 billion cubic feet in 1989. Bahrain uses all of 
the gas domestically--none is exported directly. The biggest users in 
1989 included: Electricity Directorate, 64.2 billion cubic feet; 
Aluminum Bahrain, 54 billion cubic feet; and the Bapco refinery, 36 
billion cubic feet. In 1990, 75 billion cubic feet of natural gas was 
reinjected into the Awali oil field to increase oil extraction. 


In addition to producing crude oil from the Awali and Abu Safa fields, 
Bahrain is a major refining center for Saudi crude, which is transported 
from Saudi Arabia via pipeline. It possesses one of the oldest 
refineries in the Gulf--in operation since 1932. The refinery is owned 
and managed by BAPCO, a joint stock company owned 60 percent by the 
Government of Bahrain through its Bahrain National Oil Company (BANACO) 
and 40 percent by Caltex. The refinery had an average daily throughput 
of 254,000 barrels per day in 1990. Approximately 212,000 barrels per 
day consisted of Arabian light crude oil imported from Saudi Arabia's 
Eastern Province, while the remainder came largely from Bahrain's own 
Awali field. The refinery's output spans a broad range of refined 
products, and the refinery is known in industry circles for its 
production flexibility. In June 1991, BAPCO's board took a decision in 
principle to proceed with the long delayed refinery modernization 
project, which is expected to cost up to $800 million. A starting date 
awaits decisions on financing which have yet to be taken. 


In January 1990, the Bahrain National Oil Company and the U.S. firm 
Harken Energy Corporation agreed to jointly explore for oil offshore in 
Bahrain's territorial waters. The first well is expected to be drilled 
beginning in October 1991 on Fasht Al Jarim, a shallow tidal 
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island north of Bahrain. Test results from this exploratory well are 
expected by January 1992. A find of economically recoverable oil or gas 
would be a major boost for Bahrain's oil sector and the economy as a 
whole, which faces the prospect of declining domestic crude production 
within the next 8 to 10 years without new discoveries. 


The Aluminum Sector: Using the advantage of relatively low energy 
costs, Bahrain began to develop its aluminum industry over 20 years 

ago. Over the years, the sector has expanded from basic smelting to a 
host of downstream operations, including a rolling mill, an extrusion 
plant, a cable plant, and a factory producing aluminum powder. At the 
present time, the smelter operation, Aluminum Bahrain (ALBA) is in the 
midst of a $1.4 billion expansion, which, when completed in 1993, will 
increase its capacity from 184,000 tons per year to 460,000 tons per 
year. The government is eager to attract additional downstream 
investment in the aluminum sector and hopes that international investors 
will consider Bahrain as a site for production of such items as aluminum 
parts for automobiles. 


The Financial Sector: In the last 20 years, Bahrain has developed as a 
regional financial center for the Gulf region and for much of the Arab 
world. Bahrain's financial institutions attract funds from the Gulf 
region and, unlike the situation in neighboring Saudi Arabia, there is 
no serious sensitivity to the use of interest in banking operations in 
Bahrain. Within the past few years, a number of foreign banks have 
withdrawn from Bahrain due to several factors, including an economic 
recession which adversely affected the entire Gulf region after the 
collapse of oil prices in 1986 and advances in telecommunications which 
make an actual physical presence in a financial market less important 
than in the past. The recent crisis, touched off by Iraq's invasion of 
Kuwait, put additional strain on some of the island's offshore banks. 
As a result, additional consolidations and down-sizings in the offshore 
banking sector are likely. As of June 1990, the island was the home of 
18 commercial banks, 54 offshore banking units, 49 representative 
offices, and 21 investment banks. 


PART B: IMPLICATIONS FOR THE UNITED STATES 


Market for U.S. Products and Services: Despite its small population of 
503,000 (1990 estimate), Bahrain has been an attractive market for U.S. 
products and services. U.S. exports to Bahrain in 1990, as measured by 
the U.S. Department of Commerce, were $718 million as compared with $489 
million in 1989. Due to the exclusion of imports of U.S. military 
equipment and imports by Bahrain-based Gulf Air, official Government of 
Bahrain trade statistics, shown on page 2 of this report, substantially 
understate actual U.S. exports to Bahrain. 


According to U.S. statistics, the leading items exported to Bahrain in 
1990 were passenger aircraft, with a value of $246 million; fighter 
aircraft, with a value of $282 million; and aircraft parts, with a value 
of $36 million. 





afin 


Best Prospects for Small to Medium-Sized Firms: 


Construction and Building Machinery and Equipment: Bahrain's 
involvement in the reconstruction of Kuwait is likely to be substantial 
and continuing. Being a country close to Kuwait, which both welcomes 
foreign investment and places almost no restrictions on expatriate 
workers and families, Bahrain is a logical base of operation for the 
reconstruction effort until Kuwait itself becomes inhabitable and 
probably for quite some time thereafter. The country has a number of 
large well-qualified construction companies which are interested in 
undertaking reconstruction projects on their own or in partnership with 
other international firms. As a result, the market for U.S. 
construction machinery and parts is likely to increase here in Bahrain 
and in the region in general during the reconstruction effort. A good 
venue for U.S. manufacturers of construction equipment will be the 
"Rebuild Kuwait 91" trade show which will take place in Bahrain on 
November 2-7, 1991. 


Air-conditioning Equipment and Parts: Bahrain's hot and humid climate 
makes air-conditioning equipment an essential part of every home and 
business on the island. U.S. producers of such equipment enjoy a 
reputation for quality and service unmatched by other suppliers. The 
island has a large inventory of installed U.S.-origin equipment which 
requires parts. Bahrain's import of air-conditioning equipment doubled 
between 1989 and 1990 from $3.8 million to $6.3 million, with U.S. 
market share increasing from 55 to 60 percent. Split units are 
increasingly popular in residential and small business applications. 
There is no trade exhibition exclusively for air conditioning and 
refrigeration equipment, but "Rebuild Kuwait 91" in November 1991 and 
"ArabBuild 92" in October 1992, both to be held in the new Bahrain 
Exhibition Center, would be good venues to market such equipment. 


Major Projects: 


BAPCO Expansion: The Bahrain Petroleum Company (BAPCO) refinery, which 
has a capacity of around 260,000 barrels per day, is the preeminent 
industrial establishment on the island. Plans for a complete 
modernization of the refinery, parts of which date back to the 1930s, 
have been under study for a number of years. In June, BAPCO's board of 
directors took a decision in principle to proceed with the 

project, subject to Bahrain Government approval and financing 
availability. The project is expected to be divided into two stages, 
the first of which involves the installation of two new 180,000 harrel 
per day distillation units, a new continuous catalytic reformer, and 
upgrading the refinery's existing catalytic cracker. Also under 
consideration are a new alkylation unit, a small methyl tertiary butyl 
plant, and other improvements yet to be decided to improve the 
refinery's product yield. The total costs of the project is expected 


to range between $500 to $800 million depending upon how many elements 
are included. 
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Polypropylene and Methyl Tertiary Plant: The Bahrain National Gas 
Company fisacess) commissioned Chem Systems of the United Kingdom to 
prepare a feasibility study for a $360 to $650 million polypropylene 
complex and methyl tertiary butyl (MTBE) plant in late 1988. The 
study, which was completed and presented in January 1990, reportedly 
indicated that the project is feasible. No final decision has yet been 
made about the project, but reports that BAPCO has decided to proceed 
with a small MTBE plant on its own may indicate that the Banagas 
project has been put on the shelf for the present time. 


New Container Port: The Directorate of Ports is currently studying 
plans prepared by a Bahraini/Portuguese joint venture consulting firm, 
Al Zayani-Profabril, for a new container port for Bahrain to be located 
off Hidd island near the Asry Dry Docks. The new port is to be 
co-located with an industrial free zone area to be built on a filled 
site, which will be created in part by the dredging required for the 
new port. The new port is expected to be able to accommodate large 
ocean vessels which cannot now be accommodated at the present port 
facilities at Mina Sulman due to its shallow draft. A decision on 
timing will be primarily determined by the availability of financing 


for the project. The total cost of the project is expected to exceed 
$200 million. 


Trade Exhibitions: The new Bahrain international exhibition center is 
scheduled to open in October 1991. This new, fully air-conditioned 
facility will feature 8,000 square meters of covered exhibition space 
plus parking for 500 cars. The new exhibition center is expected to 
enhance Bahrain's position as the leading venue for trade shows and 
conferences in the 

Gulf region. The island is easily accessible by car via the King Fahd 
causeway from Dhahran in Saudi Arabia. Frequent air service is also 
available from the other Gulf states, as well as from major European 
and South Asian commercial centers. Moreover, Bahrain has five 
luxury-class and a number of other hotels, plus recreational facilities 
and excellent telecommunications to offer business visitors. 
International trade exhibitions in Bahrain are organized by Arabian 


Exhibition Management (AEM), an affiliate of the U.K.-hased Montgomery 
Organization. 


A Place to Invest: As part of its program to diversify the economy, 
the government actively encourages foreign investment, especially in 
sectors which are export oriented and do not compete directly with 
established local enterprises. Thanks to a recent change in investment 
regulations, firms making industrial investments in Bahrain are no 
longer required to have 51 percent local equity. Procedures for 
obtaining licenses have been streamlined, and all the necessary 
formalities can usually be accomplished within one week. Bahrain 
offers several advantages to foreign investors, including: no personal 
or corporate taxation, no restriction on capital and profit 
repatriation, a developed infrastructure with excellent transportation 
and communication facilities, duty-free access to GCC member states for 
products manufactured in Bahrain, and a history of political stability. 


* U.S. Government Printing Office : 1991 - 311-913740015 





